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Notes of the Month 


Government Crisis in Israel 


| 


[HE immediate cause of the Israel Parliament’s refusal of a vote 
of confidence to Premier Ben Gurion on 18 October was the with- 
drawal of the United Religious Front from the Government 
coalition in a dispute over the appointment to the new post of 
Minister for Economic Affairs. The deeper cause, however, was 
the worsening economic situation, owing to the failure of the inflow 
f capital to keep pace with the inflow of immigrants (nearly half a 
million since Independence Day two and a half years ago). It was 
recently admitted that not only was the gap widening between the 
financial target and its achievement, but also the cost of the 
development programme had been ‘grossly under-estimated’ 
Nahum Goldmann, Zionist Review, 22 September). Since the end 
f July the Government has been struggling in a quicksand: 
drastic rationing of clothes and footwear; dramatic appeal for a 
$1,000 million ‘loan’ from United States Jewry, with concessions 
designed to attract private investors but repugnant to Israeli 
socialists; full powers for Ben Gurion to grapple with an extensive 
lack market—which we were assured in the spring was incon- 
lerable; even two collective settlements have been fined {£2,700 

r selling cereals at inflated prices. Evidently both the controlled 

ce-level and public morality are being severely strained. 

\lthough Ben Gurion is reported to be obstinately opposed to 
onciliation with the Religious Front, attempts are being made 
repair the Government coalition and so avert a general election 
se Outcome would be incalculable, with so large a number of 
litically inexperienced immigrants added to the register. Ben 
irion’s Mapai (Labour) party, despite its high proportion of 
soned politicians who graduated through the old Jewish Agency, 
inevitably lost some credit through its failure to stem the 
onomic flood. ‘The general mobilization for ‘autumn manoeuvres’ 
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which began on 15 October, on a scale that, according to The 
Times 'Tel Aviv correspondent, ‘has probably never been matched 
by any State not at war or on the verge of it’, may be regarded 
not only as a deterrent to the Arab States but as a device to create 
an atmosphere of ‘national solidarity’. 

World Jewry has been incredibly generous over the years to its 
National Home, even if it has not fulfilled the Zionists’ somewhat 
exacting quotas; and it will probably rally again to the present 
emergency. But since each successive ‘shot in the arm’ merely 
keeps the patient going until he asks for another and larger dose, 
one asks how long the process can continue, for it is not a matter 
of a passing acute illness, but of a chronic pathological condition. 
The present crisis is one of too many blue prints chasing too few 
dollars, of hard economic facts overtaking a lofty, if self-centred, 
ideal. A drastic currency-devaluation would in itself be realistic, 
but would not materially ease the plight of an economy whose im- 
ports for current consumption (largely necessities) are running at 
three times its total visible and invisible exports; of the total 
payments-requirements in 1949 77 per cent was only precariously 
financed by foreign contributions and other capital inflows. 


The Torquay Conference 


ON 28 September delegates from thirty-nine countries met in 
Torquay for a conference on problems of tariffs and trade, which 
is expected to go on for several months. These delegates represent 
the thirty-three Contracting Parties to the “General Agreement on 
Tariffs and Trade’ (G.A.T.T.), and six additional countries wish- 
ing to adhere to the Agreement. There will be two distinct séts of 
discussions; one, which has already started, is concerned with the 
reduction of tariff barriers and preferences, and the other, which 
is only attended by the Contracting Parties, is to begin on 2 
November and will deal with wider problems of commercial policy. 

G.A.T.T. originated at the second meeting of the Preparatory 
Committee of the Conference on Trade and Employment in 
Geneva in the summer of 1947, which had been convened to draft 
the charter of the International Trade Organization (1.T.O.). It 
was decided that steps should be taken immediately, pending the 
establishment of I.T.O., to reduce tariff barriers and preferences, 
and twenty-three countries began to negotiate mutual tariff con- 
cessions. These negotiations resulted in 123 bilateral tariff agree- 
ments, which were combined into twenty tariff schedules, embody- 
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ing reductions in tariff rates, preference margins, and/or under- 
takings not to increase existing tariffs on some 45,000 items enter- 
ing international trade. At the end of the conference a ‘General 
\oreement on Tariffs and Trade’ was concluded, by which the 
signatories bound themselves formally to adhere to all the con- 
cessions made in the bilateral agreements, and to accord auto- 
matically to all the Contracting Parties any concessions agreed 
upon between individual countries. The General Agreement also 
laid down rules on commercial relations similar to those set out in 
the commercial policy chapter of the Charter of the I.'T.O. 

;.A.T.T. was conceived as a provisional instrument to be 
effective until I.T.O. was duly established. The tariff schedules 
were to remain in force until 1 January 1951, by which time, it 
was thought, I.T.O. would have taken over. Unfortunately I.T.O. 
has so far only been ratified by three countries, and one of the 
objectives of the Torquay Conference will therefore be the exten- 
sion of existing arrangements beyond January 1951. 

Since the Geneva Conference of 1947 the Contracting Parties 
of G.A.T.T. have held four meetings, at which the operation of 
he Agreement has been worked out in detail, and requests for 
xemptions and complaints about infringements have been con- 
idered. ‘Tariff negotiations have taken place at only one of these 
meetings, that held at Annecy in 1949. On that occasion the 


twenty-three original Contracting Parties were joined by repre- 


ntatives of eleven more countries, including Italy, Denmark, 

Sweden, and Finland. The United States was a signatory of 

\.T.'T. and had made substantial tariff concessions from which 

newcomers would benefit, and this was an incentive for coun- 

; to join the system. At the Annecy conference concessions 

negotiated with and among the new participants, resulting 

1e conclusion of 147 bilateral agreements which were embodied 

riff schedules drawn up in Geneva, and in ten new ones. 

the Torquay Conference a third round of tariff talks will 

held. There will be six newcomers, the most important of them 

ng Western Germany. Tariff negotiations will not only be 

ried on with the six prospective new members, but in view of 

tact that the Geneva and Annecy tariff schedules will cease to 

inding at the end of the year, the Contracting Parties will have 

renegotiate them. It is hoped that all the concessions granted in 

» past, and any to be granted in the course of the Torquay 
tings, will be extended to 1 January 1954. 
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It is thought unlikely that the present conference will produce 
many substantial concessions. The United States, under the Re- 
ciprocal Trade Agreements Act, may not reduce import duties 
below a certain figure, and for a number of important items this 
limit has already been reached through tariff reductions agreed to 
at Geneva and Annecy. Again, a number of countries, e.g. the 
Scandinavian group and the members of Benelux, which had low 
tariffs at the outset, consider that they have made all reasonable 
concessions, and that an undertaking not to increase tariffs must 
be considered equivalent to a concession for negotiating purposes. 

The accession of Western Germany to G.A.T.T., however, will 
be of considerable benefit. Germany is one of the chief suppliers of 
chemicals, and her presence at the conference will bring into the 
negotiations a group of products hitherto not included. Any tariff 
reductions on chemicals granted by, for example, the United 
States to Germany, will automatically benefit all signatories. 
Germany will also be expected to offer substantial concessions 
since as a new member of the system she will benefit automatically 
from all past concessions, without having as yet granted any. 

When the tariff negotiations were initiated in 1947, most coun- 
tries outside the United States relied largely on quotas and other 
forms of quantitative restrictions rather than on tariffs to regulate 
the flow of trade. With the recent freeing from such restrictions 
of a large part of intra-European commerce, tariffs have become 
of greater importance in determining the volume of trade; any 
concessions that European countries may grant to each other will 
henceforth help to increase trade between them, and thereby the 
volume of world trade. 

The meeting on the wider aspects of commercial policy which 
begins in November is the fifth formal session of the Contracting 
Parties of G.A.T.T. It will deal among other things with the ad- 
mission of new members, notably with the possibility of admitting 
Japan. The question of the discriminatory dollar-saving import 
restrictions imposed by the United Kingdom and Commonwealth 
countries last year is also expected to be discussed. In view of the 
recent improvement in the sterling area’s balance of payments, it 
may be argued that there is no longer the same justification for 
continuing to discriminate against United States products. An- 
other important problem will be the future operation of G.A.T.T., 
and its relationship with other international organizations. 











South-West Africa and the Union 


To PLACE the present dispute about South-West Africa in per- 
Lis spective, it is necessary to go back to World War I, which was 
fought under two slogans: ‘the war to end war’, and ‘no annexations 
hi and no indemnities’. The war over, an attempt was made to turn 
wv these slogans into fact. The League of Nations was designed to 
yle settle international disputes without recourse to war; instead of the 
Ist victor annexing the enemy’s colonial territories, mandates were 
es established. The territories were not to be the spoils of war, they 
i were to be held in trust. General Smuts expressed the idea behind 
the new system of mandates in his League of Nations, a Practical 
the System, published in 1918: “The mandatory State should look 
riff upon its position as a great trust and honour, not as an office of 
ted profit or a position of private advantage for it or its nationals.’ But 
ies geographical, political, historical, security, and economic circum- 
ns stances differ between one territory and another, so that no form 
ally of mandate was suitable for universal application. It was found 
necessary to devise three different forms, called respectively 
un- A, B, and C. Roughly, these provided for the mandatory Power to 
her function as a short-term caretaker (A); for a relatively long period 
late of administration, to promote the advancement of the native 
on population to the point of self-government (B); and for admini- 
yme stration under mandate in perpetuity (C). Palestine was a case of an 
a \ mandate, with Britain in the role of unhappy caretaker; Tan- 
will ganyika an example of B; while South-West Africa is a C 
the mandate. 

South-West Africa became a C rather than a B mandate because 
hic! the territory lies for a considerable distance along the border of the 
ting Union, is economically and administratively in close association 

ad- with the Union, and had twice, within this century, been a serious 

threat to the Union’s security. Article 2 of the South-West 

\frican mandate reads: “he Mandatory shall have full power of 

idministration and legislation over the territory subject to the 

r th present mandate as an integral portion of his territory. ‘The Man- 

tory shall promote to the utmost the material and moral well- 

1 f being and the social progress of the inhabitants of the territory 
\n- ibject to the present mandate.’ 

& Other articles of the mandate require that the slave trade be 

rohibited, no forced labour permitted except for essential public 

rks, traffic in arms and ammunition be controlled, the supply of 
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intoxicating spirits and beverages to the natives be forbidden, and 
the military training of natives, otherwise than for purposes of 
internal police or local defence, prohibited. The Union undertook 
to make annual reports on the territory to the Council of the 
League of Nations. Any modifications of the terms of the mandate 
had to receive the consent of the Council of the League. Any 
dispute, as between the Union and another member of the League, 
over the interpretation or application of the provisions of the 
mandate should be submitted to the Permanent Court of Inter- 
national Justice. 

During the life-time of the League of Nations all went more or 
less well. The Union administered the area as an integral portion 
of its own territory, as it was required to do. It appointed an 
Administrator in the same way that it appoints Administrators 
for the four Provinces of the Union. It set up a legislative council 
with powers and responsibilities comparable with the Provincial 
Councils of the four Union Provinces. It submitted annual reports 
on the administration of the territory to the Mandates Commission 
of the League. Sometimes the reports provoked criticisms by the 
Mandates Commission, particularly concerning the Union’s obli- 
gation to promote ‘to the utmost the material and moral well- 
being and the social progress of the inhabitants’. But at no time 
was there any dispute about the administration of the territory 
serious enough for the Permanent Court of International Justice 
to be invoked. Had the League of Nations continued to exist, had 
there been no World War II, with the consequent establishment 
of the United Nations, it is unlikely that any major crisis would 
have arisen. 

There were, of course, certain legal difficulties. After all, just 
what is the difference between administering and legislating over 
a territory as an integral portion of your own country, and annexing 
it outright? Questions of sovereignty and nationality arise. General 
Smuts, one of the architects of the mandate system, addres- 
sing an audience of German inhabitants of the territory in Sep- 
tember 1920, said: ‘In effect the relations between the South-West 
protectorate and the Union amount to annexation in all but 
name’. He went on to urge the members of his German audience 
to become Union nationals. The question of sovereignty came 
before the Union Appelate Division of the Supreme Court in 
the case of Rex versus Christian in 1924, when the five judges were 
divided. Three, Chief Justice Rose Innes and Judges Solomon and 
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Kotze, held that sovereignty lay in the League of Nations, while 
Judges de Villiers and Wessels held that the League was not a 
State capable of possessing sovereignty, whereas the Union, 
possessing full powers of administration and legislation, had to be 
regarded as sovereign. ‘These legal questions might have continued 
to concern the minds of jurists and eventually have found their 
way to the Court of International Justice; but in 1946 the League 
of Nations died and in dying left no legal heir. 

When in 1945 the United Nations was established as a spiritual 
(but not a legal) successor of the League, a system comparable 
with the mandate system was set up. Member nations that had held 
mandates under the League of Nations were asked to transfer 
them voluntarily to the care of the Trusteeship Council of the 
United Nations; that Council to function along lines similar to 
those of the former Mandates Commission. 


THE DISPUTE OVER THE MANDATE 


At the Assembly in 1946 General Smuts asked the approval of 
the United Nations for the formal annexation of South-West 
Africa by the Union. The territory had been administered and 
legislated for by the Union as part of its own territory since 1919. 
In General Smuts’s view, as expressed in 1920, it had been 
annexed ‘in all but name’. As the League of Nations, to which the 
Union had obligations under the mandate, was dead, it seemed 
natural to General Smuts that the relations between South-West 
\frica and the Union should now be formally regularized by 
annexation. 

But the Assembly of the United Nations said ‘no’. World 
r II had set great forces in motion thoughout the world. As 
;eneral Smuts said, ‘mankind is on the march’. At the United 
Nations Assembly every member nation is equally represented, the 
smallest with the greatest, the coloured with the white. ‘The major- 
‘f those present are not white, and in their minds the position 

ff the non-European had become a matter of uppermost concern. 
Not the personal prestige of General Smuts, not the long years of 
idministration of the territory, not economic or security matters 
re uppermost in the minds of those at the Assembly. Their 
oughts rested on the 300,000 non-white inhabitants of South- 
West Africa. There were also, of course, other thoughts in the 
ninds of those assembled. The United Nations is a focal place of 
wer politics. It can be used for propaganda. It is a centre of 
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intrigue. For whatever reasons, and there are bound to have been 
many, the Assembly refused General Smuts’s request for approval 
of the annexation of South-West Africa by the Union. 

The Union was forced to consider its legal position. The 
Assembly asked it to submit the terms of a trusteeship under 
the Trusteeship Council of United Nations. This the Union, at the 
1947 meeting of the Assembly when it was represented by Mr 
Harry Lawrence, then Minister of the Interior, refused to do. The 
Charter of the United Nations laid no obligation upon member 
nations to transfer territories previously mandated to them by the 
League to the Trusteeship Council. South-West Africa had been 
entrusted to the Union by the League. The League was dead. The 
Union would continue to administer the territory in the spirit of 
the old mandate, and, as a voluntary concession to the position of 
U.N. as the spiritual heir of the League, it would submit annual 
reports similar to those that it had previously submitted to the 
Mandates Commission. That is to say, the Union was prepared to 
go on exactly as before. It would not surrender the territory; it 
would not press for annexation. 

But in May 1948 a minority of the Union’s electors secured a 
small majority of representatives in the Union Parliament. Dr 
Malan replaced General Smuts as Prime Minister. The new 
Government included no world statesmen. Its members and its 
supporters are more isolationist than the most incorrigible of 
America’s Middle Westerners. They, in common with almost all 
white South Africans, had been deeply angered by the criticisms 
of South Africa voiced at the United Nations in the course of the 
debates on South-West Africa and on the complaint made by the 
Government of India about the status of Indians in the Union. 
So in 1949 the Union of South Africa was represented at U.N. 
by Mr Eric Louw, Minister for Economic Affairs, who took an 
uncompromising, even a truculent line: the Union Government 
did not recognize the authority of U.N., it would continue to 
administer South-West Africa, it would submit no reports. That 
led the United Nations to refer the dispute to the Court of Inter- 
national Justice for an advisory opinion on the status of the terri- 
tory and the obligations of the Union. The South African Govern- 
ment argued its case before the International Court, but Dr Malan, 
the Union’s Prime Minister, announced publicly before the Court 
gave its opinion that he would not be bound by it, whatever it 
might be. The advisory opinion of the Court of International 
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Justice, when given, showed that the Court had reached four main 
conclusions: 

(1) that the Charter of the United Nations imposed no obligation 
on the Union Government to place the territory under trusteeship; 

(2) that the territory is still under mandate; 

(3) that the Union is still bound by the obligations imposed by 
the mandate, in particular to submit reports on its administration 
of the territory; 

(4) that the Union cannot modify the status of South-West 
Africa without the consent of United Nations. 

In effect, had there been no change in the Government of South 
Africa in May 1948, the Court’s opinion would have been largely 
in line with the policy of the Union Government. 

The conflict which now exists between the Union Government 
and the advisory opinion of the International Court centres al- 
most entirely around the submission of reports. In 1947 General 
Smuts had promised to submit them. In 1949 Dr Malan refused. 
To report or not to report to the United Nations on the admini- 
stration of the territory was made a major issue in the South-West 
African elections held on 30 August this year. They resulted in a 
complete victory for Dr Malan. 


THE TERRITORY AND PEOPLE 


The territory which is the subject of this dispute stretches from 
the western boundaries of the Union and the Bechuanaland 
Protectorate to the Atlantic Ocean; to the north it joins the 
Portuguese territory of Angola. It is large, about the size of France. 
Much of the territory is sheer desert; large areas are that kind of 
lesert which will blossom like the rose on the rare occasions when 
t rains. ‘he long Atlantic coastline provides no natural harbours: 
ports have been laboriously created at Luderitz, Walvis Bay, and 
Swakopmund. Alluvial diamonds have been found in the desert 
and coastal sands around Luderitz; they are now carefully guarded, 
est they break a precarious market. Surprisingly, sheep roam the 
ess arid desert areas, finding sustenance in the few plants that 
survive and yielding karakul (Persian lambskin), the territory’s 
principal product. In the north are wide fertile uplands that permit 

lairy farming. Roads are few and sometimes unusable for 
motor transport because of sand drifts; the South African Railways 
mnect up the few small towns. The traveller, looking out from 
the window of a meandering train over a country seen dimly 
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through the whirling sand that penetrates the carriage and 
invades eyes, ears, hair, food, and bedding, wonders why anyone 
should be interested in the country one way or another; it is so 
evidently a good country to get out of and to stay away from. 

This large and mainly uninviting area has a population of 
about 340,000, including 38,000 whites and 303,000 non-whites. 
In the 1937 report to the Mandates Commission, the European 
population was divided as follows: 18,128 Afrikaans-speaking, 
2,395 English-speaking, and 9,632 German-speaking. 

In the northern fertile highlands live the Ovambos, probably the 
country’s oldest inhabitants. In the arid, and partly sheer desert, 
coastal and southern areas roam the Hereros, the Hottentots, and 
the Berg Damaras. At some time during the last century the 
Hereros, a virile and war-like people, came into this territory from 
the north-east bringing with them large herds of cattle. They 
made war upon and subjugated the Berg Damaras. Inter-tribal 
fighting and cattle raiding continued, more particularly between 
Hereros and Hottentots, until 1893, when assaults on the native 
tribes by German troops united them in the face of the new 
common enemy. The Herero War of 1903-1907 cost the German 
Treasury £30 million and the German army 2,000 lives. Before it 
was over the tribes were scattered, their lands and cattle confis- 
cated, and their numbers greatly reduced. The estimated popula- 
tion in 1904, compared with the 1911 census, tells its own story: 

1904 (Est.) rg11 (Census) 
Herero 80,000 15,130 
Hottentot 20,000 9,781 
Berg Damaras 30,000 12,831 






130,000 37,742 








When the Union of South Africa took on the mandate in 1919 it 
assumed responsibility for a people who had suffered much at the 
hands of white rulers. The Mandates Commission, in its comment 
onthe Union’s report on the Bondelswart Rising of 1922, expressed 
appreciation of the fact that the Union ‘had succeeded to the 
inheritance of hatred and fear caused by the German suppression 
of native tribes.’ 


ADMINISTRATION UNDER MANDATE 


The merits or demerits of the Union’s administration during 
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the thirty-one years that it has been responsible for South-West 
Africa cannot here be assessed. Before any judgment can be made, 
many factors have to be considered: the legacy of hostility left by 
the Germans in the minds of the African inhabitants; the con- 
siderable number of Germans remaining in the territory who 
became deeply affected by subversive Nazi propaganda and 
activity in the years between the wars; the traditional paternalism 
of the Afrikaners, many of whom migrated into the mandated 
territory from the Union; and the pre-occupation of the Union 
with its own immense problems in governing a complex multi- 
racial society. It possessed only limited resources from which to 
supply the new territory with police, civil servants, native admini- 
strators, and other governmental personnel, and the cost of 
administration was high. The mandated territory brought no 
profit to the Union, though in recent years the boom in karakuls 
has made the territory self-supporting. Sir Charles Dundas, 
writing in 1946, stated that at that time the territory was in debt 
to the Union Government to the extent of £2,5'70,000, and to the 
South African Railways and Harbours £63,758 for capital works; 
the railway system had to that date shown a loss of £6 million. 

It can at least be said that the country has settled down. There 
have been incidents such as the Bondelswart Rising in 1922, which 
was followed by public inquiry; but population has risen markedly. 
In the first eighteen years of the Union’s administration, between 
igig and 1937, the native and coloured population increased by 
36 per cent. ‘The Hereros, who numbered 15,000 in 1911, were 
33,000 in 1944. The total police force for a country the size of 
France is 254 white and 169 non-white. Ovambos, still living 
iccording to traditional tribal custom, are administered by indirect 

such as obtains in the British colonies and protectorates. 
Negley Farson, in Behind God’s Back, said of them, “The Ovambos 
were the happiest people I found anywhere in Africa’. 

(he Union instituted the system of native reserves in the terri- 
tory, following the pattern within the Union itself. The report to 

Mandates Commission in 1937 shows 174 million hectares! of 
tive reserves and areas set aside for the extension of reserves. 
he case for and against this system can be hotly debated. It sets 
ide, for the exclusive use of tribal natives, areas of land of which 
ey cannot be deprived by purchase on the part of Europeans. 
t gives native people the security of land and saves them from 


hectare 24 acres approximately. 
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becoming a landless and property-less proletariat. On the other 
hand, even if the lands provided are fully adequate when the areas 
are set aside, peaceful life within the boundaries, free from tribal 
wars and cattle raids, results over the years in the area becoming 
over-populated both in people and cattle. Unless vigorous, and 
expensive, action is taken to educate the natives in the use and 
conservation of soil and rainfall and the selection of cattle, the 
reserves cease to be able to maintain their population, as has 
happened extensively in the Union. The reserve system is also 
associated with a segregation policy and therefore invites criticism 
based on objection in principle to racial separation. 

Very much has still to be done before South Africa could rightly 
claim that in accordance with the terms of its mandate it had 
‘promoted to the utmost the material and moral well-being and the 
social progress of the inhabitants of the territory’. An advance has 
been made in education, the number of non-European pupils in 
school in the area outside Ovambo-land rising from 5,821 in 1940 
to 6,431 in 1944, while expenditure on education in the same area 
rose from £22,000 in 1940 to £36,467 in 1944 and {£55,760 in 1946. 
But education still has far to go. The economic position is poor, 
particularly of those tribes that a century ago roamed with their 
herds and fought and raided over virtually limitless lands. They 
are dependent for employment on farmers or upon such manual 
labour as the country needs. Not until nomadic people have 
learned new agricultural habits, until parched lands can be 
irrigated, until industries have been developed which can use 
rising gradations of skilled labour, is the economic position of the 
major part of the population likely to improve substantially. 


FUTURE PROSPECTS 

In the discussion which will arise at the United Nations on the 
advisory opinion of the Court of International Justice, it is to be 
hoped that some constructive proposals may be made. It is 
reasonably certain that the future of South-West Africa lies in 
association with the Union. There is no legal process that could 
take from the Union the responsibilities placed upon it by the 
mandate. Except by war, the territory could not be taken away. 
The general wish of the people within South-West Africa is that 
administration should continue to be in the hands of the Union. 
The white electors have twice stated this by resolution of the 
Legislative Assembly, and have re-emphasized their declaration at 
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the polls on 30 August. The figures given to the United Nations 
Assembly in 1947 on the views of the African inhabitants were: 
In favour of incorporation with the Union 193,400 
Against incorporation 31,800 
Not asked 67,000 
These figures are necessarily open to some question; the consulta- 
tion of primitive and tribal peoples is a difficult process; but that 
, substantial majority would favour remaining with the Union is 
reasonably sure, if for no better reason than that ‘the devil you 
know is better than the devil you don’t know’. 

Apart from complaints and expostulations, the practical 

possibilities open to the United Nations are very few. It is con- 
tended in some quarters that the United Nations should take steps 
to enforce the finding of the International Court. In effect this 
means trying to force the Union of South Africa to submit re- 
ports on its administration of South-West Africa to U.N. 
- However deplorable the Union’s present refusal of reports may 
appear to be, what practical steps could be taken to ensure their 
submission if the Union continues to refuse? Recourse to war or to 
trade sanctions are unlikely, even if considered desirable. And 
what would be gained by forcing the submission of reports if no 
practical steps could be taken to remedy any matters to which 
objection might be taken? 

Clearly, persuasion is the only available means. If its present 
mood were to become modified the Union might be induced to 
ake the wiser course adopted by General Smuts in 1947 and agree 
voluntarily to submit reports. 

[he creation of an atmosphere in which such a course could be 
taken would itself be desirable. The way would then be open for 
friendly interchange of views and experiences between different 

intries of Southern Africa confronted with comparable inter- 

‘ial situations. No harm could come, and much good might 

from increasing consultation on such matters as education, 
ith, and social services, leading up to exchange of experiences 

e shaping of policy. 

Some of South Africa’s critics appear to consider that it would 
possible, assuming that the Union of South Africa were 
ted of South-West Africa—presumably by means of war— 
vern the country by some kind of International Commission 
by the United Nations. A glance at the map and a considera- 

the economics of the position would show that no such idea 
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is practicable. Apart from the integration of such services as rail- 
ways, once the present boom in karakul is over the territory will be 
dependent upon outside funds if it is to develop at all. Apart from 
these considerations, there are the practical difficulties of an 
international body setting up an administrative staff; and, above 
all at the present time, there is the danger that any international 
commission would be regarded by certain Powers as an exceptional 
opportunity to create troubled waters in which to fish. 

Some who are represented at the United Nations, lacking know- 
ledge of multi-racial societies composed of groups at widely differ- 
ing stages of development, may think that the white man should 
withdraw altogether from South-West Africa leaving the territory 
to the various African tribes. No one with any knowledge of this 
or of any other comparable territory would regard such a course as 
possible, even if the means were found to persuade the white 
inhabitants to abandon their properties and interests. 

In the years between the wars a number of British residents in 
South-West Africa felt themselves to be seriously threatened by 
the growing number of Afrikaners in the territory and by the 
marching and drilling of the German inhabitants in response to the 
stimulation of the rising power of Nazism in Germany. The feeling 
of these British inhabitants can be appreciated by reference to the 
comparative figures of Afrikaans-speaking, English-speaking, and 
German-speaking residents in 1937 already given in this article. 
In their anxiety to find an answer to the German-Afrikaner 
challenge they dreamed of a new Dominion comprising South- 
West Africa, British Bechuanaland, and Southern Rhodesia. The 
South Africa Act of 1910 envisaged the long-term possibility of 
the then created Union of South Africa including the High Com- 
mission Territories—Bechuanaland, Basutoland, Swaziland—and 
Southern Rhodesia. By referendum Southern Rhodesia refused to 
be incorporated in the Union, the main reason being fear of the 
Afrikaans-speaking section of the Union which, notwithstanding 
the statesmanship and idealism of Sir Henry Campbell-Bannerman 
and Generals Botha and Smuts, had not, as to the majority, be- 
come completely reconciled with those of British origin in the 
Union and absorbed with them in the new nation. Great Britain 
has so far declined to transfer the High Commission Territories 
to the Union,! mainly because of its disapproval of the Union's 


1 See “The High Commission Territories and the Union of South Africa”, 
in The World Today, February 1950. 
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racial policies towards non-European sections of the population, 
policies for which English-speaking and Afrikaans-speaking are 
alike responsible. 

Yet the idea of closer association between the various territories 
of Southern Africa where English is spoken still lingers. Whatever 
differences of outlook and policy there may be in the several 
countries, they have many interests in common. Problems of the 
education of large numbers of backward peoples; health services in 
areas affected by tropical diseases; communications; difficulties 
arising from the disintegration of tribal society; the question of 
housing large numbers of unskilled industrial workers migrating 
from rural areas to the new towns; the maintenance of tribal society 
as an instrument of government; all these and many others are 
matters of common interest and concern. Intercommunication 
increases. Officials trained in one territory secure employment in 
another. The thought of some kind of federation grows. 

Given happier times, it is possible that the Union of South 
\frica, South-West Africa, the British Protectorates, Bechuana- 
land, Basutoland, Swaziland, Nyasaland, Southern and Northern 
Rhodesia, Uganda, Kenya, and Tanganyika, might be linked in 
such matters as foreign policy, defence, communications, and 
customs. Each territory would naturally wish to retain its own 
identity and to try out its own policies in the vexing field of race 

lations. Given time and freedom from wars, a federation might 

brought about; there might even arise a United States of 
Southern Africa within the membership of the British Common- 
eaitn. 


M. W. 


Agriculture in Yugoslavia 


< 


Problems of Collectivization 


s first Five-Year Plan the Yugoslav Government intended to 
rease industrial output by over 200 per cent, expand the social 
ices, increase the value of agricultural production by half, and 
tivize 50 per cent of its agriculture. For the last two years 
ernment spokesmen have been complaining that agriculture 
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has lagged behind industry in its development; by failing to reach 
its planned targets it was hampering economic development in 
general, and in particular was holding down the standard of living, 

For the first six months of this year the food industry produced 
15 per cent less than for the corresponding period last year, and 
the country is finding it difficult to meet all its export commit- 
ments. As yet, in their publications, the Yugoslavs have offered no 
serious analysis of the reasons for the failure of their agricultural 
plans. The only unforeseeable element in the situation was the 
Cominform economic blockade, but they have claimed that these 
difficulties were overcome by mid-1949—just when their agricul- 
tural crisis began to develop—and that trade with the West gives 
them more favourable returns. The situation has also been aggra- 
vated this year by the exceptional drought; though its effects will 
probably not be so catastrophic as some commentators suggest, 
since the Government is falling back on reserves and reducing 
exports, while available figures suggest a loss of not more than 40 
per cent of the normal crop. Its political effect will be smaller 
than that caused by Government mistakes. Droughts are misfor- 
tunes that the Balkan people have learned to take stoically, and the 
Government’s promptness in remitting deliveries and arranging 
to help the stricken areas has met with general approval. 

Analysis of Yugoslav agricultural policy and its shortcomings 
must distinguish between problems inherent in planned and 
accelerated agricultural change, and those due to disequilibrium 
between agriculture and other sectors of the economy. 


AGRICULTURAL PROBLEMS 

The problem facing the Yugoslav planners was fundamentally 
similar to that in the rest of Eastern Europe and Asia—rural over- 
population and lack of modern industry. Agricultural population 
per unit of cultivable land was four times that of Great Britain, and 
productivity per acre only half; 80 per cent of the population was 
rural. 

By diminishing the rural population the Government aimed at 


raising the net surplus of agricultural productivity. Since, of 


course, a fall in the rural population, unless accompanied by rapid 
mechanization, would lead to a decline in the total agricultural 
produce, including the quantities consumed on the farms, and the 
labourers had still to be fed and clothed when they went into 
industry, the success of the Plan in raising the standard of living 
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demanded three conditions. The first was that industry would 
make a contribution to the consumption-goods fund equal to the 
decrease in gross agricultural produce, either directly, or by 
replacing imports in order to divert food exports to the home 
market. "he second was that labour should migrate from areas of 
the lowest net productivity. The third was that industry should be 
able to supply agriculture with new capital, machinery, and con- 
sumption goods for incentives at a rate not less than its increased 
demands for food and raw materials. 

[Investment scheduled for the period of the Five-Year Plan was 
278,300 million dinars, or 27 per cent of the estimated national 
income. In practice, of course, investment constitutes a still larger 
percentage, since capital expenditure has been maintained at the 
expense of scheduled consumption. This is very high, especially in 
view of the overall low productivity—which is only about a third 
of that of Great Britain—though it is five times higher than the 
pre-war estimates. The number of non-productive workers in 
State employment and elsewhere is also larger, and recent ‘axing’ 
f bureaucracy will need time before its effects can be seen in the 
conomic field. 

Foreign credits are negligible, and most of the new capital 
projects are scheduled, naturally enough, to come into operation 
towards the end of the Plan. Mining and forestry are scheduled to 
idd a few points to the national income, but they are by no means 
sufficient to cover the increase in exports. The main burden of the 

vestment programme, its export drive, its raw materials produc- 

and food for its increased industrial and administrative 
ulation, rests on agriculture. 
























































AGRICULTURE'S DEMANDS ON INDUSTRY 


» achieve a 50 per cent increase in the value of its product over 
years, agriculture would require vastly increased capital, 
nical help, and incentives. The Plan, however, proposes to 
st only 19,400 million dinars over the whole period, mainly in 
atter part. ‘This would average out at some 15,000 dinars a 
ding ({100 sterling at present exchange rates, but worth less in 
ce). Nine-tenths of this sum is earmarked for the collective 
State farms, which represent less than 30 per cent of the total.? 





























England, before the Second World War, small holdings created by 

Councils entailed an average cost per unit of £1,285 for an average farm 
res, and, in addition, the small-holder’s working capital needed to 
further {/10 per acre. 
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Agriculture’s share of new investment was to be some 7 per cent, 
to be spread over 70 per cent of the working population, while the 
group comprising mining, metallurgy, fuel and power, manufac- 
turing industry, and communications (but excluding building) 
was allocated 67 per cent of total investment, to be spread over less 
than 12 per cent of the working population. With an application of 
capital fifty times less intensive per head of manpower, agriculture 
was expected to achieve an increase of 50 per cent in value product, 
compared with industry’s 200 per cent. In Yugoslavia only one 
peasant in two owned a plough, horse, or cart; many peasant 
holdings were almost completely without capital, and were in no 
position to engage, without substantial help, in significant increases 
of production. Even the help scheduled for agriculture in the Plan 
is not forthcoming, since the chemical industry, especially ferti- 
lizer production, is lagging badly behind. Scheduled tractor pro- 
duction will be sufficient to plough only one-sixth of the arable 
acres by 1951, assuming optimum utilization, but very few will be 
available for use before the middle of that year. The same is true of 
the quarter of a million iron ploughs (the wooden plough is still 
widely used), seed drills, harvesters, and other equipment. 

The Government’s excellent programme of agricultural train- 
ing also involves a considerable time-lag before its effects repay 
their cost. The first batch of students has graduated, but many of 
them have been at once re-absorbed as staff; years will be needed 
before the institutes and committees have anything like sufficient 
personnel, and minor agricultural training schemes must neces- 
sarily be tied to the tempo of university development. 

Though the Government claims, probably with justification, 
that the total availability of consumer goods is greater than it was 
before the war, the working population has increased, and the 
share accruing to the agricultural population has certainly dim- 
inished. Even before the war the price-scissors operated against 
the Yugoslav peasant. Today the Government is squeezing even 
harder, especially as it is engaged in raising the standards of the 
poorest peasantry at the expense of the more productive. ‘The 
repercussions of this policy will be discussed later. 


UNEVEN DISTRIBUTION OF POPULATION AND PRODUCTIVITY 

Agricultural over-population is unevenly distributed. In the 
Sava-Drava-Danube Basin the land is relatively well cultivated, 
natural increase of population is low, and though there is scope for 
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larger-scale farming, there is little opportunity for increasing the 
net product by lowering the agricultural population, unless it is 
replaced by immediate mechanization. The birthrate is highest in 
the mountainous areas of Yugoslavia, often in inverse proportion 
to the productivity of the land. The poorest areas, though possess- 
ing a large agricultural population, do not produce sufficient to feed 
themselves. Before the war, in spite of supplementary work as 
unskilled labourers by members of peasant households, and the 
receipt of emigrants’ remittances, these areas suffered badly from 
malnutrition. The planners have the task of ensuring maximum 
emigration from these areas; to ensure the greatest increase in net 
output, they will have to divert some land from cereals to olives or 
vines, and take some completely out of cultivation. 

[In Dalmatia and the Croat Littoral one can see hand-planted 
terraces of wheat, of not more than ten square yards. These patches, 
together with flocks of mangy sheep and goats, whose milk is made 
into cheese and whose wool is spun on the distaff, are almost the 
sole source of income for many households. These people are a 
irag on the national economy, but often too ignorant and resigned 

move on their own initiative. 

Moreover, hitherto labour has tended to move into industry 
from the best land, not from the worst, and the Government is 
endeavouring, as opportunity allows, to persuade recent recruits to 
industry from the richer agricultural areas to return, in order to 

rease agricultural production. In the richer areas communica- 

ms and education are better, and the peasantry more enter- 
prising; most of the industrial centres still lie in these regions, 

though industrialization of the backward areas is being pushed 

ihead as fast as possible. 

In countries with a lower rate of investment, less pressure on 

ilable capital, and a wider margin for adjustment, over-rapid 

ir migration to industry from the surrounding rural areas 

id have been compensated by more rapid mechanization. This 
turn would have benefited those areas through increased food 
(especially net prices) and better facilities. But in Yugo- 
the small fund for agricultural mechanization, compared 
the large expenditure on long term capital investment, 
ents this adjustment. In the poorer areas, where the Govern- 

t has raised the standard of living of the poorer peasants at the 
ise of the richer areas and the people are relatively satisfied, 
ration is not as large as was hoped. To remedy this unevenness, 
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by extensive improvement schemes, by the installation in the poor 
areas of productive industries which can work without too much 
skilled labour, by educating the peasants in modern methods, and 
by mass resettlement schemes, it will be necessary to find more 
time and capital than have hitherto been granted. The retarding 
effect of this unevenness appears to have been ignored when the 
tempo of the Plan was set. 

Allocation of resources is, in practice, far less satisfactory than 
the ideal which appears to have been the basis of the Plan. Unlike 
the Russians, Tito eschewed from the beginning the use of co- 
ercion as the basis of his labour policy, and in any case lacked the 
necessary administrative apparatus. Capital has been directed into 
industry by the central planners, but labour has lagged behind it. 
There is a shortage of manpower in industry, especially marked in 
mining, iron and steel, engineering, and war-industries—precisely 
those industries, in fact, which have been most highly capitalized. 

The use of large income differentials to attract labour from 
agriculture into industry is impracticable, owing to the absolutely 
low level of incomes. There is, as yet, no large surplus available to 
achieve a significant difference by raising the standards of indus- 
trial workers, while any attempt to depress agricultural incomes 
would endanger health, political stability, and production. A 
shortage of manpower in industry and a surplus in agriculture, 
while capital is diverted to the former, means decreasing returns 
on capital in the first and on labour in the second, owing to over- 
rapid industrialization. 


COLLECTIVIZATION AND COLLECTION 


The Government, meanwhile, though it has little to offer the 
peasants, is demanding increased deliveries. The value of money 
has been falling continually since 1947, and the amount of goods 
available to meet ration cards and ‘tied-price’ coupons, already 
limited enough, has suffered a 3 per cent drop this year. ‘Tied-price 
coupons are given to the peasants when they sell their produce at 
fixed low prices to the Government, but these coupons are not 
always fully honoured. 

Though in 1947 Kardelj expressed the hope that enforced 
deliveries could shortly be abolished, they have in fact often been 
increased. In addition, increased delivery quotas and high taxation 
have been used by the Government in their struggle against the 
richer peasantry. Many peasants have reacted by concealing their 
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crops, and, where Government collection is efficient, by ploughing 
up less land. ‘The peasant has only partly emerged from subsistence 
farming, and when the return for his labour falls too low he spends 
more time on odd jobs around the farm, grows extra vegetables for 
consumption or sale in the local market, or takes more leisure. As 
a result the cultivated area has fallen during the past year. The 
\driatic fishermen have reacted in much the same manner. Since 
illicit fish sales are difficult, they sell their catch at sea to the Italian 
boats in exchange for rice, which they sell on the black market. 
\s a result, the Adriatic coast last year was short of fish. 
Collectivization was undertaken by the Government not only to 
increase production but also to ensure a high rate of deliveries of 
grain to the Government. This was made clear in one of Kardelj’s 
directives last year, stressing the importance of pushing ahead with 
collectivization in order to break the ‘monopolistic position of the 
individual peasantry’, i.e., to give them less for their produce. 
Collective farms have often been paid considerably less for their 
produce than individual farmers. It is this capacity to exploit 
which arouses peasant hostility more than opposition to communal 
working. It is doubtful whether there is any mystique in the 
peasant soul which is irrevocably opposed to collectivization, 
especially in Yugoslavia, where the zadruga, a form of Slavonic 
lan communal cultivation, is still practised in many areas. 
Peasants, whose experience has taught them to be suspicious of 
Governments, judge collectivization mainly by what it does for 
hem. In areas where collective farms have been established and 
ive raised the standard of living of the participants, other peasants 
ave joined them, and further collectives have been formed. 
Che rate of collectivization possible is limited largely by agricul- 
ral investment and working capital available. By concentrating 
ital in the existing collective and State farms, the Government 
le to give them some advantage, but even so, some collective 
ms are very poorly equipped, and there is relatively little to 
for new ones. Yugoslav Communist leaders speak in terms 
ising the tempo of collectivization to that of industrialization 
process which for them implies mainly capital investment. 
eality, since high capitalization of industry at any given time 
petes with agriculture for limited resources, the tempo of 
ectivization must under these conditions move, in the short run, 
inverse proportion to the rate of industrialization. 
really low technical level, the individual peasant farms are 
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often more productive than they would be if formed into a collec- 
tive. On the poorer holdings the whole family works from morn 
till night; if collectivized, their labour will slacken, however high 
their enthusiasm, to a more human level. Time spent on organiza- 
tion, checking, and payment systems also has to be made good by 
higher productivity. The Government spokesmen often speak of 
under-utilization of equipment caused by the existence of numer- 
ous individual holdings; but the number of holdings would not 
prevent the operation of machinery pools, which can be much 
better adjusted to local needs in their choice of location and size 
than can collectives, whose size and incidence depends on political 
and social considerations. The Government is more prone to point 
out the need for the use of its modern technique in collectives, than 
to remember that it has very little in the way of machinery and 
technique yet to offer. 

A highly efficient agriculture without collectivization has been 
attained in Denmark, and experience shows that the size of farm 
most suited to the use of machinery often conflicts with the 
demands of management. Many collectives are genuinely success- 
ful, where they have built up a community spirit, but in view of 
the variations of crops, soil, climate, and traditions, it is doubtful 
whether one stereotyped form, chosen because of its supposed 
success in Russia, can be forced on to agriculture in every region 
of a country so diversified as Yugoslavia. 

The incorrect handling of the peasantry over collectivization 
springs largely from the attempts to achieve the Government’s 
unrealistic target of 50 per cent collectivization by 1951, without 
the material means to achieve it. Though Tito, Kardelj, and others 
blame this mishandling, and the use of force or economic pressure, 
on the local authorities, a good deal of the blame also attaches to 
Belgrade. For one thing, any plan must take account of the average 
level of administrative and political ability of those who are to 
carry it out, and must legislate for men, not for angels. From the 
administrative standpoint the early years of a scheme, when all 
problems are new, is the most difficult, and tempo must be 
adjusted for the ‘running in’ period. To gamble on immediate 
attainment of maximum administrative and technical efficiency 
leads to failure, whether in Croatian beet-fields or East African 
ground-nut plantations. At any given time administrative talent 
is a fixed resource, like any other, and its allocation must fit into 
the general plan. 
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In any case, local authorities were faced with the task of increas- 
ing the surplus to be taken from the peasants, with a declining 
fund of goods to offer them, and peasant confidence in the 
Government and the currency was not high enough to encourage 
large voluntary saving. Where they used legal or economic pres- 
sure they were criticized; where they did not, they were attacked 
for failing to show results. 

[he writer recalls a discussion in Belgrade last summer with a 
high official of the organization responsible for collectives and 
village co-operatives. He spoke with grim eagerness about methods 
of squeezing the richer peasantry, and justified the refusal to 
honour their tied-price coupons, and the deliberately increased 
taxation. As he spoke his powerful peasant hands closed round an 
imaginary kulak neck. Experience has shown that this conduct, 
besides causing a fall in output from the richer peasantry, has been 
resented by the poorer peasants and even by collective farmers, and 
has shaken their confidence in the fairness and reliability of the 
Government. 


SOVIET EXPERIENCE AND THE ‘KULAK’ 


When the Yugoslav Plan was being prepared, the success of 
Soviet agrarian experience was taken for granted. In 1947 Kardelj 
rote: “he Soviet Union has given us a practical example of how 

| socialist State can, at an accelerated pace, carry out industrial- 
n through the reconstruction, advancement, and develop- 
of agriculture by the efforts of the peasants themselves, 
ttering at the same time the living conditions of the peasants.’ 
By 1949, however, Minister V. Begovic wroie that Yugoslav 
llectivization would take place ‘with far fewer troubles and 
ficulties and without the destruction of economic values which 
companied it in the Soviet Union’. Marshal Tito has recently 
nitted that prior to the Cominform Resolution the Yugoslav 
rs ‘accepted many illusions and attempted to transplant into 

r own country whatever was done in the Soviet Union without 
ficient criticism’. These illusions included a belief that the 
npo of the Plan could be raised, regardless of public unwilling- 
to suffer a decreased standard of living in face of increased 

rt, and of the fears of the richer peasantry. The better-off 
ints are never allowed to form collectives among themselves 
jut the participation of poor peasants and Communist leader- 
his clearly tends to frustrate increased production and the 
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diversion of surplus labour to industry, where there is still a labou; 
shortage, especially in the branches where most capital has been 
invested. 

The land distribution after the war, when half a million landless 
labourers were given land, also made the task of diminishing rural 
over-population and fragmentation of land more difficult. Whether 
or not it was politically necessary is outside the scope of this 
article, but if the Government is prepared to subordinate economic 
needs to political pre-conceptions it must adapt its plans 
accordingly. 

The hatred of the ‘kulak’ is imported from the Soviet Union. 
It has caused the Government to regard many of its best peasants 
as enemies, and often actually to provoke their hostility. Even in 
the Soviet Union, though differentiation among the peasantry was 
far greater than in Yugoslavia and support for the Government in 
the countryside was far less than Tito’s, the exaggerated hatred of 
kulaks was mainly a smoke-screen for Stalin’s war against the 
peasantry as a whole. There are, indeed, certain contradictory 
elements in the fear of the growth of a kulak class. While the 
Government demands greater production from the peasants, it 
fears and penalizes those who achieve it. While the Communist 
Party continually asserts the superior productivity of the collective, 
it fears the superior competitive power of the enterprising peasant. 
While recognizing that in the past the fiscal authorities and the 
owners of capital have tended to dominate agriculture, the Commun- 
ists fear that their own Government, with its vastly increased and 
consolidated control over finance, trade, supplies, and machinery, 
and with its wide popular support, may lose economic and political 
control of the countryside to a handful of smallholders. Yet the 
maximum land holding permitted to a single family in Yugoslavia, 
and the level of capitalization of even the richest kulaks, would only 
be equivalent to a small-holding or undersized, very badly 
equipped, family farm in this country. The only real farms, by 
English standards, are the collective and State farms. 

So long as there is a real conflict of interests between agriculture 
and the rest of the economy, it is doubtful whether collectivization 
will resolve it, however strict the party control. The numerous 
Communists in charge of collective farms must, in the course of 
time, either come to share the mood of the peasantry, or become 
remote from them and regarded as Government agents. 

In the last few months the Government has begun to alter its 
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attitude towards the peasantry. The 50 per cent collectivization 
target is being modified (it has not yet reached 30 per cent), and 
more emphasis is being placed on the village co-operative as a 
stepping-stone to further co-operation and as a link between the 


j 


individual peasantry and the Plan. Another compromise, achieved 
largely by accident, is now being encouraged: a collective comes 
into close relations with the individual peasants, acting as their 
marketing agent, machine station, adviser, and agronomist, and 
thereby linking them with State planning. 

[here has been no sign, however, of a fundamental change in 
the Government’s attitude towards the tempo of development and 
rate of investment, which must, in the last analysis, decide their 
treatment of the peasant. The last Party directive on agriculture, 
an article in Komunist (January 1950) by P. Stambulic, Prime 
Minister of Serbia, added nothing new to the understanding of the 
problem, but repeated at length all the reasons for the present 
tempo of collectivization. This suggests that many Communists 
are still not convinced. He reiterated that the slow development of 
agriculture is holding back industrial development, but an 
advanced industry and a backward agriculture would produce even 
worse results. The development of agriculture must set the limit 

) the extent of industrialization during the short-run period, as 
industry is incapable of substantial re-investment. The tempo of 
justrialization is bound to be determined by two main con- 
lerations, the level of investment the economy will stand without 
fall in its gross product, and the time-lag between the initiation 
capital investment and its final contribution to agricultural 
roductivity, whether with machinery, technique, or consumers’ 


iS 


(his balance sets the maximum tempo of development, what- 
r the social system; the readiness to ignore it, and the worship 
dustry, especially of heavy industry, is by no means confined 
Communists. It is clear that in Yugoslavia the growing gap 
tween investment and agricultural production must soon force 
nners to scale down the former, unless they receive considerable 
ts. If they attempt to retain the present tempo for another two 
its effect on the peasantry will retard the country’s political 
onomic development for the next generation. Heavy as has 

the price paid for the speed at which the Plan is being en- 
rced, there is no doubt of the courage and resourcefulness being 
n in this attempt to alleviate, in a few years, poverty and back- 
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wardness caused by centuries of neglect. The plan contains many 
valuable measures, which should be of interest to many countries 
sharing the same problems, and precisely because of this it js 
necessary to analyse the many shortcomings which have prevented 
complete success. 

A. V.S. 


The Swedish Outlook 


Local Elections and Foreign Affairs 


THE elections to municipal and county councils which took place 
in Sweden on 17 September were preceded by a campaign on the 
platform, in the press, and on the radio in which the discussion of 
foreign affairs played a more conspicuous part than in the last 
general election to the Second Chamber in 1948. The Social 
Democrats won nearly half the votes and the Liberals gained 
ground at the expense of Conservatives and Communists. To what 
extent electoral gains and losses can be linked with variations in the 
emphasis which party leaders placed on neutrality, or on the 
urgency of defence, is a matter of opinion. On the surface the 
traditional detachment of the average Swede still reigns. 
Efficient production and the relative success with which post- 
war economic problems are being solved since 1948! have given 
rise to pardonable complacency and to a greater variety of con- 
sumer goods; only coffee is now rationed. ‘Coffee free this autumn 
unless war becomes general’, ran a genial summer headline. But 
the prominence of international issues in‘a debate devoted nor- 
mally to local politics is an index of latent uneasiness, which has 
been growing since the outbreak of the Korean conflict. Just before, 
at the International Socialist Conference in Copenhagen, the Prime 
Minister, Tage Erlander, on 4 June again stressed the advantages 
of well-armed neutrality. When he announced a few weeks later 
(2 July) that Sweden condemned ‘the attack by North Korea on 
South Korea’ as ‘an act of aggression liable to endanger world 


peace’, and the Government sponsored a field hospital manned 


1 cf. ‘Sweden Today’, in The World Today, October 1949. 
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by Swedes, a change occurred on the citizen’s horizon. It delighted 
the minority demanding unequivocal orientation towards the West, 
and also impelled the Government to reaffirm the nation’s inde- 
pendence of military blocs, confident in the belief that the majority 
preferred continued caution. 

~ In the election campaign a large banner on the bridge between 
the Royal Palace and Stockholm’s shopping centre bore the slogan: 

‘Do you want strict neutrality? Ensure it for this year through 
Social Democracy.’ Thus the ‘alliance-free’ policy, often described 
as based on the agreement of all ‘democratic’ (i.e. non-Communist) 
parliamentary parties, was claimed by the governing party as 
especially its Own. 

‘The Prime Minister spoke on behalf of the nation when he 
informed a press conference on 3 August that Sweden would not 
join the Atlantic Pact, even if formally invited to do so. Herr 
Osten Undén, the Foreign Minister, equally claimed to express the 
general view when he stated on 20 August that the Government’s 
moral support of United Nations action in Korea implied no 

inge in foreign policy, which envisaged Swedish armed neu- 
rality should the Korean struggle develop into a ‘Great Power’ 

But within this framework, rigid though it appears to the 
foreign observer, there is room for many differences in interpreta- 
yn and in long-term estimates of national security. At one extreme 
is the broadcast by Sven Grafstrém, permanent delegate to the 
ited Nations, suggesting that if the U.S.S.R. withdrew from 
the LU .N. a country like Sweden might reconsider her member- 
ship!; at the other extreme are Conservatives and others who urge 
at least intra-Scandinavian consultations on defence. Outside the 
reed framework are many tireless advocates of Western align- 
ment, including Liberal editors such as Herbert Tingsten, Bo 
Enander, and Harald Wigforss, who holds that America’s ‘Monroe 
Doctrine tor the whole world’, demonstrated in Korea, demands 
full co-operation of Europe, unhampered by indecision and 
f-measures.* The Swedish branch of the European Movement 
from Gothenburg a forceful News-Letter in this spirit. 
\ccording to the latest Gallup poll, 18 per cent of the Swedish 
lic supports outright adherence to the Atlantic Pact. 
(he main points in the Social Democratic election manifesto, 


- 
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ill not join A-Pact’, The Norseman, Vol. VIII, No. 5 (September- 


ka och Korea’, Utrikespolitik, 1950, No. 4 (August). 
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to which the similarity of many Swedish and British problems 
lends added interest, were given in the following order by a party 
organ: ‘(1) Social Democracy maintains the traditional Swedish 
policy of declining military alliances which would place us in oppo- 
sition to other States or groups of States; (2) increased production 
should be used to give increased freedom to those engaged in pro- 
duction, as well as greater security in old age; (3) the policy of full 
employment must be combined with efforts towards balancing the 
public economy; (4) social reconstruction must continue; (5) the 
housing shortage must be ended by various public measures; (6) 
the expansion of democracy in the cultural sphere shall proceed: 
and (7) the development of inadequate agricultural production to a 
sound basis is to be promoted.’ The lack of precision in these esti- 
mable goals is characteristic of the propaganda difficulties of a 
party long in power, and in fact Social Democratic election speeches 
often enlarged instead on the Communist danger to industrial 
peace and on the Communists’ literal subservience to the Russian 
‘line’ in the Security Council: ‘Sometimes the translation (at Lake 
Success) takes so long that the Swedish Communists are obliged 
to defend points of view already abandoned by their instructors’, 
Erlander noted. He was nevertheless at pains to defend, against 
Communist critics, the logic of Sweden’s adherence to United 
Nations policy on Korea, and at the same time decried as mis- 
leading their taunts that Sweden had strayed from the neutral path. 
Undeén analysed in detail the ‘Stockholm Peace Appeal’, the name 
of which is deeply resented in that capital, pointing out that its 
terms would brand a State which was the victim of aggression as 
guilty of a ‘crime against humanity’ if it defended itself with 
atomic bombs, whereas in fact the real crime was ‘starting a war’. 

The Liberal Party’s election manifesto also gave foreign affairs 
first place: ‘(1) Sweden belongs to the West (contacts must be 
established with Norway and Denmark in the interests of common 
Nordic defence; measures against the fifth column’s sabotage pre- 
parations must be sharpened); (2) housing should proceed at a 
faster tempo; (3) the individual citizen must be able to keep more 
of his income; wage freeze injustices must be eliminated.’ Points 
(5)+(11) were devoted to the policies of full employment and more 
holidays for all, better land conditions, safeguards against mono- 
poly and over-centralization, social welfare, and, finally, ‘Christian- 
ity and humanism as the foundations of our culture’. When it was 
the turn of the Liberal leader, Bertil Ohlin, to be questioned by 
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other party leaders in a radio debate, both the Social Democratic 
and the Communist leaders asked which of the opinions expressed 
in Liberal quarters on freedom from alliances and the Atlantic 
Pact, respectively, were shared by Ohlin himself. In reply he urged 
Scandinavian military talks, adding that the practical application 
of the two principles of freedom and defence was much simplified 
because no attack was feared from the West. ‘A wise and cautious 
but determined foreign policy and an immediate strengthening of 
our defences are required’ (12 September). 

Conservative propaganda centred, characteristically, round 
defence.t In the light of the Korea crisis, the party leader, Jarl 
Hjalmarson, addressed an open letter to the Prime Minister calling 
attention to urgent needs. Since 1949 the Nothin Committee had 
been preparing long-term plans to economize in the reconstruction 
of the armed forces, but only an interim report was ready and 
Hjalmarson wanted immediate action. He demanded a lengthening 
f the first term of military service from nine months to eleven, 
priority for important defence orders in the relevant industries, 
energetic efforts to get more military material abroad, stock-piling 
of essential products, supplies for civil defence, and greater atten- 
tion to the danger of Communist sabotage. Erlander deprecated 
the implication that the Government had ‘simply slept over this 
ineasy post-war period’, recalling that Sweden was well armed by 
parison with a number of other countries. He nevertheless 

cepted the suggestion that the Government confer with the 
ther non-Communist party leaders on national security. ‘That in 
consequence an agreed programme could be announced: two days 
efore voters went to the polls undoubtedly allayed many fears and 

ngthened the Government’s position. 

\ sequence in a Conservative election film depicted the edge of 

ymbolic frontier between two ways of life, accompanied by the 

rds: ‘On one side are terror, daily repression, police control, the 
at of fearful slave camps far away to the East...’ These words, 
hich the party’s secretary, Gunnar Svard, has accepted 
nsibility, were deleted by the State Film Bureau, in accordance 

1 regulation forbidding anything which can disturb relations 

i foreign Power; but this example of peace-time censorship 
promptly criticized by Liberals as well as Conservatives. In a 
lebate the Conservative leader was heckled by Knut Ohlsson, 
mmunist editor, with the question whether he considered 


~ 


['rends in Post-War Sweden’, The World Today, July 1946 
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Sweden should defend herself against an attack from the West. 
“Naturally we defend our national independence,’ Hjalmarson 
replied, and a sharp interchange on the source of Communist funds 
followed. Other Conservative policies mentioned were greater free- 
dom of enterprise, especially in building homes, and taxation relief 
for the family unit, seen as the proper basis of the community. 

Agrarian Party spokesmen were mainly preoccupied with ex- 
plaining how farmers’ interests are overlooked or compromised by 
other parties, as a justification for their existence as a separate 
political group. They wish to maintain social security, but to see it 
more equally shared. More than once the farmers’ caution and 
lack of initiative in foreign affairs have recommended them, it is 
said, to the Social Democrats as possible allies in a coalition 
government. 

The Communist leader Hilding Hagberg was chairman of the 
first radio election debate and took the opportunity to make violent 
attacks, in the name of peace and democracy, on the United Nations 
and America. This was sharply criticized as an abuse of privilege 
in the Liberal and Conservative press, a Liberal paper pointing 
out the inconsistency in the Government’s censoring a propaganda 
film but permitting insults to foreign Powers to be broadcast. 

The Communist Party has a steady, well-distributed following 
in Norrbotten, and Fritiof Lager, a member of Parliament de- 
scribed in the ‘bourgeois’ press as ‘the Party’s real leader’, spoke at 
five centres in Sweden’s northernmost province, including Pajala, 
where he opposed defence expenditure. ‘It is said that money and 
material cannot be found to build schools in Norrbotten, but there 
is money for bunkers and gun emplacements . . . there is also 
money to pay officers and other military personnel stationed in 
Norrbotten, but no money to train doctors, etc.’ Lager is also 
quoted as stating that industrial and transport-system sabotage is 
totally foreign to the methods of his party. In the election campaign 
generally, films and speeches were said to have been devoted to 
the Red Army and to the Soviet Union as a peace-loving land. ‘Two 
last-minute defections attracted attention: a Communist municipal 
council candidate withdrew his name from the list, necessitating a 
fresh preliminary vote, and a Stockholm city librarian, contributor 
to Party publications and husband of a Communist municipal 
councillor, announced that he (but not his wife) was leaving the 
Party. 

Votes were cast by over 3,700,000 citizens, some 78 per cent of 
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those entitled to do so, said to be a record figure for a local 
election. The results were hailed in a Government paper as ‘A 
Crushing Judgment on the Bolsheviks; the Social Democrats 
Marched Forward.’ But the advance of the ruling party was less 
dramatic than the headlines: it amounted to an increase from 47 
per cent (1946) to 49 per cent of all votes cast, while Liberals 
polled 22 per cent, Conservatives and Agrarians each 12 per cent, 
and Communists 5 per cent of the total. This advance was the more 
welcome, however, in that losses to the Liberals had been antici- 
pated. Such losses seem to have occurred, but to have been more 
than compensated by Social Democratic gains from the Com- 
munists, whose votes were halved and mandates reduced from 
126 to 3 I. 

The national totals will be reflected gradually in the composition 
of the Riksdag, for the election of one-eighth of the members of 
the First Chamber by the county and municipal councils takes 
place every year. The changes which alter the political character 
of the locally governing majority in areas which exert a special 

fluence on the national life are of more immediate significance. 
‘The battle for Stockholm’ has resulted in a ‘bourgeois majority’ 
of two on the municipal council (Con. 14, Lib. 37, Soc. Dem. 44, 
Com. 5) in place of the Labour majority of 10 which has ruled the 

pital since 1946. Through the Communist loss of 12 mandates 
Set Persson, at present chairman of the Police Committee, will 
lose his place on the Borgarrad with the New Year. In Gothenburg 
Communist councillors drop from 15 to 7 and their repre- 
sentation on most key committees will probably cease. In Lulea, 
pital of Norrbotten, the Communist councillors number 7 after 
ss of 4 (Cons. 8, Lib. 7, Soc. Dem. 18), but in the province 
1 whole the Party has 21,224 supporters, little less than in 1946 
), or about one-seventh of all Norrbotten citizens entitled 
[he Communist total of 184,503 votes for the whole 
ry cannot, in any case, be considered negligible, for with the 
opinion against them the present party members must 

sent a convinced and disciplined group. 
“here has been little if any tendency to attribute the relative 
r fall of the four ‘democratic’ parties to their different ap- 
to foreign affairs and defence problems in the election 
mn. But the Communist set-back cannot be attributed main- 
internal economic causes, since the unpopular wage freeze 
n maintained. Clearly the voters have drawn a moral from 
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the Korean tragedy. On the other hand, if many wavering electors 
had been definitely displeased with the Government’s insistence 
on neutrality, the Social Democratic gains would scarcely have 
been possible. The Government is therefore bound to feel con- 
firmed both in power and in policy, and if the next months hold 
any surprises they must presumably come from elsewhere. 

A considerable body of opinion will meanwhile expect action on 
the basis of the defence priorities agreement reached at the third 
and final conference of party leaders on 14 September. No service 
representatives attended this meeting; their proposals had been 
submitted to the Government direct. The measures agreed must 
still be approved when Parliament reassembles, and the financial 
aspect was reserved for discussion there. In Liberal quarters it is 
feared that defence costs will give the Cabinet a blanket excuse for 
raising taxes yet higher and postponing economies which, the 
opposition believes, could and should be made. 

The official communiqué states that the Government is prepared 
‘in principle’ to ask parliamentary sanction for expenditure on new 
war material costing Kr. 65-70 million, including armoured 
vehicles, radar, new types of anti-aircraft artillery, and the new 
10°5 cm. field howitzer. ‘The number of reserve officers would be 
increased and voluntary officer training intensified. The Govern- 
ment will also consider the Commander-in-Chief’s proposal that 
12,500 gruppchefen from the Army and coastal artillery be called 
up for a month’s extra service, besides three months’ further train- 
ing for about 5,000 naval conscripts, starting next spring. The 
Government is willing to authorize work on fortifications and air- 
fields within the limits of the funds available (Kr. 15-20 million), 
and to recommend the allocation of Kr. 45 million to the Civil 
Defence administration for training, ‘direct-hit proof’ shelters, and 
other buildings. In response to the State police chief’s request, the 
Government intends to ask Parliament‘to vote Kr. 1 million for 
anti-espionage and anti-sabotage precautions. Military hospitals 
and medical services would receive Kr. 4 million (of Kr. 31 million 
demanded). An application by the Economic Defence section for 
the means to increase reserves of import goods will be supported, 
but the question of building more bomb-proof oil reservoirs and 
workshops is left for further study. 

The introduction to the agreed statement underlines the fact 
that the total cost of defence for 1950-1 would have exceeded Kr. 
1,000 million, even if the speed of deliveries were not accelerated 
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y the present recommendations: orders costing Kr. 800 million 
were placed on 1 July—a week after the attack on South Korea. 
Certainly civil defence has not stood still in the last twelve months. 
he second special course for instructors was held at Haparanda, 
on the Finnish frontier, in mid-August, and comprised lectures, 
films, and a practical exercise in the evacuation of different cate- 
ries of civilians. The Minister of Defence and the Commander- 
in-Chief have both made forceful speeches to combat the wide- 
spread rumour that the extreme North has been written off as 
ndefensible. Amateur and professional Western strategists have of 
course lent wings to defeatist conclusions in exposed parts of 
Scandinavia by doing sums, in the press, for hypothetical opposing 
es. ‘Ten days for Western Europe’, the title given to extracts 
from a memorandum by German generals, was in the foreground 
f many minds befo1e the Korean tide turned. 

When Mr Churchill questioned the propriety of certain exports 
of war material in the House of Commons on 13 September, 
inxious Swedish inquiries were made about some eighty Vampire- 
type airplane bodies being built under contract by de Havilland 
the motors are being made in Sweden on licence). The Foreign 
Office assurance that the contract would be fulfilled was given 

her more prominence in at least two Stockholm newspapers 
han the appeal to Sweden and Switzerland by Stanley Evans, 
Labour M.P., earlier in the rearmament debate, to abandon their 

trality and join in sending troops to defend South Korea. 
fact quite a number of Swedes were keen to fight. At the 
nning of August, Erland Garde, who had served as a volunteer 
th the Norwegians during the war, wrote to the Ministry of 
mn Affairs suggesting the organization of a Swedish contin- 
is part of a Scandinavian volunteer corps, and The Times re- 
1 on 22 August that Sten Bertil Harding, a war-time mem- 
the Norwegian resistance movement and now an Amal 
was forming a corps of volunteers for service with the 
ces. Some hundreds of volunteers are said to have applied 
stern representatives in Sweden, receiving the reply that 
ficially sponsored national groups are acceptable. The 
h Government’s view is that men of military value are 
| at home, especially now; but there are no doubt other 

f inhibition. When the Minister of Defence, Allan Vougt, 
| the 176 members of the field hospital before their de- 

Korea, he described their contribution as ‘fully in line 
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with Swedish tradition, which has chiefly been based on humani- 
tarian help’ (25 August). The vice-president of the Swedish Red 
Cross pointed out that this, their twelfth field hospital to go abroad, 
is the first to receive State support. Equipment has been rapidly 
acquired en route, in the U.S.A. and Japan, and before the end of 
September, two days after landing at Fusan, the unit took charge 
of its first hundred patients. Dr Carl-Erik Groth of the Swedish 
Medical Board is in charge, and has agreed to reorganize the 
field unit into a stationary hospital, to care for far more patients 
than the 200 originally contemplated. In Stockholm many Swedish 
volunteers for the unit, which includes women nurses, had to be 
turned away. 

In recent months attention has been periodically focused on 
Sweden’s relations with the U.S.S.R. by the detention of fishing 
vessels in the Baltic and the Swedish and Danish notification to 
Moscow, of 25 July, that the Russian claim to a twelve-mile limit 
of territorial waters is not recognized’. The Soviet naval attaché 
was also ‘officially rebuked’ on 21 August for taking photographs in 
prohibited passages off the Swedish coast, when exhaustive local 
investigations were completed, and a Soviet note accused the 
Swedish authorities of illegally imprisoning a Latvian called W. 
Vilkans, whom the Swedish Government declares itself unable to 
trace. Finally there was the ‘mushroom-picking’ near the Septem- 
ber manoeuvres which two members of the Soviet Embassy carried 
out in a diplomatic car. The Swedish Government has since twice 
requested their recall. 

Trade with Poland is important, since Sweden needs coal, and 
the irritation aroused by repeated arrests of Swedish seamen at 
Gdynia is considered a regrettable impediment to smooth rela- 
tions. But on the whole, in the case of Poland, the ‘iron curtain’ 
resembles rather a stout wire netting: Swedes not infrequently 
make business visits to Poland, and Polish representatives in 
Sweden seem to have somewhat wider social contacts than do the 
Russian. 

As a safeguard against wishful thinking from the West, a sum- 
mary of Swedish opinion in the autumn of 1950 must still em- 
phasize the continuity of policy and outlook, and, above all, of 
national pride and unity in the face of outside criticism. ‘Neutrality 
is a topic seldom mentioned in conversation with a foreigner and 
not willingly pursued, beyond a few vague references to Finland, 


1 The Soviet Government reiterated its claim on 31 August. 
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if raised on the foreigner’s initiative; indeed it is almost as rarely 
discussed among Swedes themselves. They acknowledge readily, 
as a national characteristic, a lack of interest in international affairs. 
There is also a trait in Swedish social life which brings it closer, 
perhaps, than any other national form to the idiom of the older 
diplomacy. Swedes tend to assume that the less one speaks of 
unpleasant things, the fewer unpleasant things will happen. The 
frankly escapist holiday visitor from England is profoundly grate- 
ful for this atmosphere, of fine and ancient vintage, in which every- 
thing is for the best in the best of all possible worlds. But some of 
Sweden’s friends fear that generations of peace have allowed the 
instinct of self-preservation to atrophy. 
Yet the conscientious observer from the West may easily 
ver-stress the immutability of isolationism, forgetting that no 
national political figure has given a lead in any other direction, or 
analysed clear alternatives in terms of principle. ‘Moral issues are 
invented afterwards’ is a typical verdict on what is regarded as the 
mythology of ‘Great Power’ wars. An example quoted to the writer 
was British military aid to Greece in 1941, commonly described as a 
crusade, but now known to have been planned in the face of strong 
misgivings in the Greek Army and Government.' The Swedish 
newspaper editors and military experts who urge a more active 
policy are often discounted as presenting a purely professional 
point of view, for it is shrewdly realized that they do not share the 
political responsibility for any unforeseen consequences of the 
ction they recommend. The lack of authoritative pronounce- 
ments by statesmen in the West is attributed to tacit approval, 
rtly based on military weakness. Sweden is therefore well con- 
t to remain a ‘middle kingdom’ rather than become the Baltic 


8. 3k 


e relation of this factor to others, see Winston S. Churchill, The Second 
Var, Vol. III, “The Grand Alliance’, pp. 17, 64-69, 85-94. 








The European Payments Union 


A Step Towards Economic Integration 


A MEMORANDUM embodying proposals for a European Payments 
Union was approved on 7 July 1950 by the Organization for Euro- 
pean Economic Co-operation, and the agreement was signed on 
19 September. This European Payments Union, which began 
operations retrospectively as from 1 July 1950, is an elaboration 
and refinement of the Intra-European Payments Schemes which 
were described in the March and August 1949 issues of The 
World Today. It may be recalled here that the first Intra-European 
Payments Scheme was launched as an integral part of the Mar- 
shall Plan and was designed to make Marshall Aid effective, 
to meet the deficits which the recipient countries were running, 
not only with the Western Hemisphere, or dollar countries, but 
among themselves. In its first version this scheme was of extremely 
rigid and strictly bilateral character. Contributions and drawing 
rights were established on the basis of estimates of the balance of 
payments between each pair of countries; these drawing rights 
were not subject to revision and were not transferable. As a result 
trade within Europe tended to be forced into the strait-jacket set 
by estimates, subject, as all estimates are, to human error. For all 
its defects, this first version of the Intra-European Payments 
Scheme, which began to operate as from 30 June 1948, succeeded 
in rescuing trade within Europe from the stranglehold of the 
strictly bilateral payments agreements on which it had been 
previously based. 

The second version of the Scheme, which came into effect on 
30 June 1949, went some way to correct the more glaring short- 
comings of the first. In particular, it made the drawing rights 
established under the scheme transferable up to 25 per cent. This 
meant that, to this extent at least, the countries holding these 
drawing rights could choose where they were to be spent within the 
group of O.E.E.C. countries. Some element of competition could 
thus be reintroduced into intra~-European trade. The qualities of 
this second version of the Payments Scheme scarcely had time to 
manifest themselves, for within three months of its coming into 
operation it was overtaken and overwhelmed by the currency 
devaluations of September 1949. These made complete nonsense 
of the estimates of intra-European balances of payments on which 
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the second scheme had been based. The devaluations did much 


ore than that. By removing some of the distortions and artificiali- 


ties of price and cost structures within Europe, they opened a 


or to a much more fundamental revision of the machinery for 
cting intra-European payments. After long and, at times, 


extremely difficult negotiations, agreement on this revision was 


ched and the European Payments Union put into operation 


retrospectively as from 30 June 1950. 


[he European Payments Union is an organ of the O.E.E.C., 
provisionally at least, its duration is limited to that of the 
Marshall Plan. It is thus expected to come to an end on 30 June 
1952, although hopes are entertained that it may by then be found 
ssible to dovetail it into a more permanent international pay- 
ts mechanism. The object of E.P.U. is to promote the flow of 
-European trade by establishing a more or less automatic 
ystem by which each country is able to settle its current payments 


with the other members. The chief characteristic of E.P.U., and 
the main point of contrast between it and the preceding intra- 


European Payments Scheme, is its multilateral aspect. This 


multilateral character makes it possible for any member country 


use its surplus with another member in order to finance its 
ficit with a third. The intention is that every country must be in 
position to ignore its balance of payments with each individual 
mber and to concentrate solely on its balance with the group as 


(he mechanism which has been chosen to achieve this objective 
all that was good, and all the experience of technical 
nistration, from the previous Intra-European Payments 
e as administered for the Bank for International Settle- 
sin Basle. It also bears distinct traces of inspiration from the 
Lord Keynes’s war-time proposals for an International 
Union. E.P.U. is a kind of clearing house in which the 

and surpluses arising out of intra-European trade, together 

» trade of the vast currency areas linked with European 
tries, can be compensated at set intervals—every two months 
remainder of 1950, every month thereafter. E.P.U., how- 
more than a mere clearing house. It combines with that 

m the work of a Central Bank in that it gives credit and 
deposits from its member countries. The resources of 
are fixed by the quotas allocated to each member. These 


lows: 








THE EUROPEAN PAYMENTS UNION 








Country Quota Individual Quotas 
(Equivalent in millions as percentage of 
of units of account) Total Quotas 
Austria 70 1°8 
Belgium /Luxemburg 360 9°I 
Denmark 195 4°9 
France 520 13°2 
Germany 320 8:1 
Greece 45 ee 
Iceland 15 0°4 
Italy 205 5*2 
Netherlands 330 8+3 
Norway 200 5°° 
Portugal 70 1°8 
Sweden 260 6°6 
Switzerland 250 6°3 
Turkey 50 3 
Sterling area 1,060 26-9 


(excluding Iceland) 








3,950 100°0 








These figures, and all book-keeping transactions of E.P.U., are 
expressed in terms of a unit of account equal to 0° 888671 grammes 
of fine gold, which is the present equivalent of the United States 
dollar. Each member has received from E.P.U. a line of credit 
equal to 60 per cent of its quota, and, conversely, each member is 
prepared to grant an equal line of credit to E.P.U. In addition, the 
resources available to some member countries, which are expected 
to be in substantial debit over the next year, and the contributions 
required from others which are expected to be in credit, have been 
increased by certain initial positions of which the main items are 
as follows: 














INITIAL CREDIT POSITIONS INITIAL DEBIT POSITIONS 
Country Amount Country Amount 
(millions of units Belgium and Luxemburg ° 
of account) dweden + 
Austria 80 U.K. 150 
Greece 115 : a 
Total 150 + ? 8 
Iceland 4 ale 
Netherlands 30 
Norway Between 40 and 70 
Turkey 25 





Total Between 294 and 324 





* Half of Marshall Aid allotment to Belgium for 1950-51 
+t Equal to whole Marshall Aid allotment to Sweden to 1950-51 
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These initial positions are the handicaps with which the coun- 
tries begin the race. The countries, such as Great Britain, which 
are handicapped by an initial debit are due to receive conditional 
E.C.A. dollars to the extent that their surpluses with E.P.U. are 
financed out of these debits or contributions. 

Before describing how these resources are applied, it should be 
made clear that the European Payments Union does not in any 
way come into direct contact with individual traders or com- 
mercial banks. Its dealings are exclusively with the Central Banks of 
the member countries. Its unit is purely a unit of account. It does 

t yet hold the germ of a European currency. Intra~-European 
trade in fact continues to be financed as before, and national cur- 
rencies retain their existing independence and autonomy; thus 
although the advent of E.P.U. may cause the countries concerned 
to relax their exchange controls with one another, for the moment 
these controls remain. They are wholly compatible with the 
establishment of the European Payments Union, provided they 
are applied without discrimination within the group of member 
countries. 

[he Central Banks of all the member countries have under- 
taken to accumulate between the periodic clearings the currencies 
of the other countries which are offered to them in the normal 

irse of current trade. It is these balances which are to be thrown 
nto the periodic clearings of the European Payments Union. The 
first of these clearings covered the three months July to September 

this year. In order to avoid the clearing being cluttered up with 
lances of their respective currencies accumulated before 

June 1950, it is provided in the E.P.U. Agreement that, when- 

r one of the parties so desires, bilateral agreements may be 

le to immobilize and gradually repay debts outstanding when 

.U. came into effect, i.e., on 30 June. In fact, such agreements 

been negotiated by Great Britain with, among others, Italy 
| France, which had substantial sterling balances, and, on the 
her side of the account, with Denmark, which was considerably 
lebted to Britain through a substantial holding of Danish 
r by the Bank of England. 

\t the end of every period for which a clearing will take place 
ll be every month as from the end of this year), the Central 
of each member country will inform the Bank for Inter- 

Settlements of the balances standing in the accounts 
1 in its books in the names of the Central Banks of the other 
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member countries. On the basis of this information and of the 
information supplied for previous periods, the B.I.S. will then 
calculate in units of account the net deficit or surplus of each 
member towards all the others. On the basis of the net positions 
calculated in this way, the B.I.S. will then determine how these 
net surpluses or deficits are to be financed, how much is to be 
covered by credit to or from E.P.U., and how much is to be settled 
in gold. This calculation will be made on the basis of a sliding 
scale fixed in the agreement. When the net positions show deficits 
or surpluses they will be settled as follows: 





DEBTORS CREDITORS 

Per cent Use of Credit Gold Use of Credit Gold 

of Quota Payments receipts 
20 20 nil 20 nil 
20 16 4 10 10 
20 12 8 10 10 
20 8 12 10 10 
20 4 16 10 10 
100 60 40 60 40 


To illustrate the mechanism and also the application of the 
cumulative principle on which E.P.U. is to work, let us take as an 
example country X, with a quota of 150 million units, of which 
60 per cent, or go million units, will be available in credits, and 
40 per cent, or 60 million, in gold. If at the first settlement this 
country has a surplus with E.P.U. of 30 million units, which is 
20 per cent of its quota, it will accumulate that as a balance with 
E.P.U., in other words, it will give credit of 30 million to E.P.U. 


without receiving any gold. If at the end of the next period of 


accounting this surplus has risen on a cumulative basis to 60 
million units, it will give a further credit of 15 million to E.P.U. 
and receive a gold payment of 15 million from E.P.U. Let us 
assume now that in the third accounting period a deficit of 30 
million units had been incurred, carrying the net cumulative 
position back to a total surplus of only 30 million units. In that 
case country X would have to repay the 15 million units of gold it 
had received from E.P.U. and its credit to E.P.U. would also be 
reduced by 15 million. 

The same principle will apply in the settlement of deficits, 
though, as will be seen from the above table, the scale of gold 
payments in the case of debtor countries is not identical with that 
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ipplied to creditor countries. Nevertheless, the ultimate destina- 
tion is the same. By the time 100 per cent of the quota has been 
used, whether on the credit or the debit side, 60 per cent will have 

en utilized in credit and 40 per cent will have taken the form of 

id payments either to or from E.P.U. 

In spite of this identity of proportions payable by debtors and 
creditors, it does not by any means follow that in its initial months 
of operation the gold payments into E.P.U. will be equal to gold 
payments out of E.P.U. It is quite conceivable that one country 
may be creditor to all the rest and may therefore reach its gold 
eck ipt point before any of the debtors have reached the point at 

ch they have to pay gold into E.P.U. In order to provide for 
this contingency, and in general to oil the wheels of the mechanism, 
the Economic Co-operation Administration in Washington has 
idertaken to place between $350 million and $400 million in free 
llars at the disposal of E.P.U. as a working capital fund. These 
dollars have been earmarked out of the current year’s Marshall Aid 
appropriation. 

In the course of the long negotiations which led to the E.P.U. 
\ereement, one of the main hurdles that had to be overcome, and 
in surmounting which Britain’s representative showed the greatest 
reluctance, was the proposal that E.P.U. should become the 

xclusive mechanism for settling intra-European surpluses and 
its and that it should incorporate all existing bilateral pay- 
nts agreements. British objections were grounded on two con- 
tentions. The first, of somewhat general character, was the fear 
any such elevation of E.P.U. to an exclusive position in 
ncing intra~-European trade might have detrimental effects on 
ernational payments system operated on the basis of ster- 
it was argued from the British side that many countries out- 
sterling area maintained sterling working balances in the 
nal course of business, and that it would be a serious threat to 
remely efficient system of international finance if such 
g balances had to be swept into the monthly settlements. 
ily, it was contended that if sterling balances held by 
er countries prior to 30 June were to be made available for 
the result might be to convert debts owing to indi- 
| countries by Britain, on which no gold payments were due, 
ebts owing to E.P.U. on which gold payments would become 

t an early stage. 


British won the day on both points. First, it was agreed 
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that all participating countries shall have the right to enter into 
bilateral agreements with their partners by which one or both will 
agree to give the other credit outside the E.P.U. facilities. If one 
of them is in fact a creditor with E.P.U., he may give credit to his 
partner rather than to E.P.U. In other words, if Britain is a net 
creditor towards E.P.U. and is also in credit with Denmark, she 
may, if she so wishes, choose to hold her surplus with Denmark in 
Danish kroner rather than in E.P.U. units. Whether, however, 
credits are extended through E.P.U. or by these bilateral agree- 
ments, will be wholly immaterial in calculating the points at which 
gold payments will become due to the creditor and by the 
debtor. 

In order to meet the second point raised by the British repre- 
sentatives, namely, to prevent the clearings being distorted by 
throwing into them accumulated resources, such as the substantial 
sterling balances held by Italy or France, it was agreed that bi- 
lateral agreements should be concluded for the funding and 
amortization of these outstanding debts. Such arrangements have 
in fact been made between many of the members. This provision 
in the agreement applies particularly to Britain, though in no case 
has Great Britain asked one of its creditors to agree to a formal 
funding arrangement. Nominally, therefore, all sterling balances 
outstanding on 30 June 1950 in the name of one of the members of 
E.P.U. may be used by the holders to settle their net deficits with 
E.P.U. The attendant risk of Great Britain being put into serious 
debit with E.P.U. and losing gold has been obliterated by a 
special arrangement under which the Economic Co-operation 
Administration has undertaken to underwrite with Marshall 
dollars all gold losses which Britain might suffer as a result of such 
utilization of accumulated sterling balances by other members. 

The E.P.U. Agreement makes some provision for corrective 
measures if one member gets unduly in debit or credit. If a creditor 
accumulates a surplus greater than 75 per cent of its quota, the 
position is to be examined and appropriate action recommended. 
If the surplus rises to roo per cent of the quota, other members 
may be allowed to discriminate against the excessive creditor in 
their commercial policy. Any member which is in special diff- 
culties may be helped by the special Dollar Assistance Fund 
which will be set up by E.C.A. Any accumulation of a member's 
deficit beyond the amount of the quota will have to be settled fully 
in gold. Gold will thus act as a deterrent and incentive in intra- 
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European trade—a deterrent against piling up deficits, and an 

incentive to stimulate exports and build up surpluses. 

E.P.U. is a financial mechanism designed to ease the problem of 
payments within Europe and the currency areas attached to the 
member countries. It does so by the credits extended through 
E.P.U. and, above all, by breaking through the mesh of bilateral 
agreements through which intra-European payments have had to 
filter since the war. From now on, every member currency is 
equally hard or soft to the member countries. These countries 
can buy and sell in Europe where it best suits their purpose, 
onfident that all surpluses and deficits within the group will be 
automatically compensatory. The figure that matters is the net 
debit or credit of each member with the rest of the group as a 
whole, i.e. with E.P.U., and not the balance with each of the 
fifteen members. 

While admitting the importance of these features of the new 
system, the fact remains that it is no more than a piece of payments 
mechanism. It would be rendered sterile unless the commercial 
policy of the member countries were appropriately adjusted. This 
fact has been recognized. Commercial policy has been so adjusted 
as to be completely non-discriminatory as between members. All 

receding measures of discrimination based on payments diffi- 
lties are being abandoned. Among these are the previous ex- 
ion of Belgium from measures to liberalize intra-European 
le. That exclusion was the outcome of fears by the countries 
erned that they might lose gold to Belgium. Now those fears 
indless. The only possibility of losing gold as a result of 
tra-European trade is to lose it to E.P.U., that is to say, to be in 
bit with the members of E.P.U. as a whole. Discrimination 
|, ther:fore, be meaningless. With its abandonment there has 
rted a constant source of friction and ill-feeling within Europe, 
thing so mars the relations between friendly countries as 
ercial discrimination. 

Beyond the extension of this principle of equality of treatment, 
ember countries have agreed to free a considerable part of 
trade from the restrictions of import licensing. The propor- 

f their private trade thus ‘liberalized’ was increased from 50 

per cent when E.P.U. came into operation, and the ratio is to 

ise further to 75 per cent at the end of this year. It should be 

1 that if a member country finds itself getting into serious 
of payments difficulties, it may reimpose restrictions on 
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imports and, with the consent of the Council of O.E.E.C., may 
even resort to discrimination. 

It is far too early in the life of O.E.E.C. to pass verdict on it. The 
early compensations are likely to reveal unexpected difficulties 
arising out of the fact that Europe is not yet in that happy state of 
near-equilibrium in which the principles of automatic transfer. 
ability of currencies and non-discrimination can be operated 
without reservation. One or two members, and Western Germany 
in particular, are still in a state of fundamental disequilibrium 
requiring special assistance rather than the marginal credit 
facilities provided under the E.P.U. Disregarding these rather 
special cases, it can be claimed that E.P.U. answers the present 
need to extend the area of automatic transferability of European 
currencies, without going the whole way of convertibility into all 
currencies, including the dollar. Here, then, is a scheme which has 
received American approval, and, further, which could not have 
been launched without American assistance, and yet which sets up 
a bloc of currencies transferable among themselves, but not con- 
vertible into dollars. On this evidence it can be claimed that the 
economic outlook and tolerance of the United States has travelled 
very far over the past few years. 

Yet the final verdict on E.P.U. will depend on whether or not it 
will have been a step towards the ultimate goal of complete 
universal transferability of European currencies. If E.P.U. 
hardens into a bloc of countries discriminating against those out- 
side the Union, it will not have lived up to the ideals invoked in its 
formation, or to the constructive American generosity that helped 
to bring it into being. It is, however, much too early to take any 
such jaundiced view of what promises to be a considerable advance 
towards European economic unity—indeed, the only substantial 
achievement that O.E.E.C. has yet to offer in the cause of the 
‘economic integration’ of Europe. 


P. B. 
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